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OFFICL OF THE SECRETARY 

March 20, 2003 

Ms. Marlene H. Dortch 
Secretary 
Office of the Secretary 
Federal Communications Commission 
445 1 2 ' ~  Street, S.W. 
Washington, D.C. 20554 

Re: Review of Regulatory Requirements for Incumbent LEC Broadband 
Telecommunications Services and Wirelineilnternet Access 
Services, CC Docket Nos. 01-337 and 02-33,95-20, 98-10. 

Dear Ms. Dortch: 

On March 19, 2003, the undersigned and Dr. Lee Selwyn of Economics 
and Technology, Inc., on behalf of The Ad Hoc Telecommunications Users 
Committee ("Ad Hoc"), met with Jeffrey Carlisle. Senior Deputy Chief Wireline 
Competition Bureau; Carol Mattey, Deputy Chief Wireline Competition Bureau; 
Brent Olson, Deputy Division Chief Competition Policy Division; Cathy Carpino 
and Terri Natoli, to discuss the proceedings referenced above. The participants 
discussed the issues raised by Ad Hoc in its written pleadings filed in the 
referenced dockets. In addition, we discussed the materials attached hereto. 

The first attachment summarizes the substance of Ad Hoc's previously- 
filed pleadings. The meeting participants discussed Tables 3 and 7 in the 
second attachment which is a declaration filed January 23, 2003, in the public 
record of the Commission's proceeding in RM No. 10593. The participants 
discussed the special access profit margin indicated in the third attachment 
which is a "Revenue Profile" produced by Verizon. Finally, the participants 
discussed the difference in relative size of the MSAs with Phase I and Phase II 
pricing flexibility under the Commission's rules. The MSAs are listed in the fourth 
attachment. 



Pursuant to Section 1.1206(b) of the Commission's Rules, 47 C.F.R. § 
1.1206(b), copies of this letter and attachments have been filed with the Office of 
the Secretary. 

Sincerely, 

O?Qce-h &~w 
Colleen Boothby 

Counsel for 
Ad Hoc Telecommunications Users 
Committee 

Attachments 

cc: Jeffrey Carlisle 
Carol Mattey 
Brent Olson 
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ATTACHMENT 1 Ad Hoc Telecommunications Users Committee 
311 8/03 

CC Docket Nos. 01-337, 02-33 

Competition in broadband business markets has yet to develop 

o Member survey confirms little or no competition 

o Cable is not an option for business services 

o The BOCs can and do raise their prices when they get regulatory 
flexibility 

o BOCs are not competing out of region 

There is no evidence of competition in the record for either docket 

o No party to these proceedings has proffered evidence of 
competition in this market 

o No party has rebutted Ad Hoc's showing that competition does not 
exist 

End users need the protection of the Computer 111111 rules 

o End users want to control their choice of CPE and lSPs 

o Business end users need the technological innovation and 
downward pricing pressure of open markets for CPE and 
information services 

The Commission must also 

o Enforce the non-discrimination, pricing. and tariffing requirements in 
the Act 

o Revive incentive regulation of ILEC prices for broadband business 
services 

= Initialize ILEC special access rates at the price cap- 
regulated levels in place before MSA pricing 

. Initiate and complete an X factor specification before the 
CALLS plan re-targets the X to GDP-PI in July 2004 

o Continue the ILECs' contract tariff authority so that ILECs and 
customers can negotiate to respond to competition if it emerges 
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Suin tnary 2 

I .  I'KICINC; O F  SPECIAL. A('(:hSS SEKVICTS IN MSAs SUBJECTTO PHASE II 
I'R1 C INC I: L EX I B I L I ' I 'Y 

RROC comments detlcct attention away from compelling price comparison dala 
included in AT&l-'s Petition. 4 

4 

2 I:ACILITIES-BASED COMPETITION IS STILL FX'IIIL<MCLY LIMITED, E V E N  IN 
I ' IIASE I 1  PRICING F L E X I B I L I T Y  MSAs.  

Cotnpetitively-provided special access facilities arc only available at an exlremcly small 
number o f  commcrcial huildings. forcing lXCs to acquire Ihe vast majority o f  these 
serviccs from the ILEC. 15 

Ik l lSouth 's  Eastern Managcment Group "sludy" rest5 entirely upon unsupported and 
patently false assumptions and asscrtions of"fact". 

Vcr imn's ( 'ompelition./or S/wciul A c c r . ~  Services rcporl provides a false and entirely 
misleading asscssment o f t he  actual state of' competition lo r  spccial access services. 

15 

19 

24 

Verizon's Repoti Generally Fails 10 Distinguish Uetwccn Rubble Assertions 
by  CLECs and Current. Actual Spccial Access Competitive Conditions. 

Vcrizon Overestimates CLCC Rcvenues and Market Share. 

Verizon Fails to Show lhat C'LEC's Can Economically Connect to More  Than a 

25 

29 

Small I'erccntage ol' lhti ldings. 34 

The Majori ty o f  Fiber Route Miles Operated by CLECs Are 1,ong-Haul, N o t  
Local. 38 

Wholesalc Fiber f'roviders and Uti l i ty  Competitors Arc Not a Reliable Source 
o f  Supply. 40 

The Evidence Shows thal ILCCs Have Il l idermined Downstream Service 
Coinpctition. 43 
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Reply Declaration of Lee  L. Selwyn 
R M  No. 10593 
January 23, 2003 

3. AKMIS  KFSIJLTS PKOVILX A V A L I D  DEMONSTRATION OF SPECIAL ACCESS 
RATES OF RETURN THAT ARE EXCESSIVE BY A N Y  R E A S O N A B L E  
STAN[)/\ R I) 46 

A R M I S  data providcs a c o m c r ~ a ~ i v e  estimate ofRBOC rates o f  return on Special 
Access Services, and confirm\ that these are clearly excessive by any reasonablc 
stnndartl. 46 

I'crformance data reportcd under A K M I S  shows continuing problems i n  special access 
service quality. 58 
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Contrary to I ts  Claims, the Changes that Vcrizon has made to i t s  Special Access Tariffs 
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ill Line" 7 

'The extranrdinary increases in Phase II prices for Secondary Premises DS3 Channel 
'Terminations in Verizon South 'Territory are not explained by any of the justifications 
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14 

17 
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Washington, DC 20554 
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RM No. 10593 

REPLY DECLARATION OF LEE L. SELWYN 

Introduction 

Lec 1 . Selwyn. of la\v lul  age, declarcs and says as follows: 

1 .  My name i s  Lec I,. Selwyn: I am President o f  Economics and Technology, Inc. (‘‘CTI.’), 

‘Two Center Plaza, Suile 400, Boston, Massachusetts 02108. ET1 i s  a research and consulting 

l i rm  specializing in  telecommunications and public uti l i ty regulation and public policy. 1 have 

participated in prnccedings before the Federal Communications Commission (“FCC” o r  

“Commission”) dating back to 1967 and have appeared as an expcrt witness in  hundreds of state 

proceedings before Inore than forty >late public ut i l i ty  commissions. M y  Statement o f  Qualifica- 

tions is  annexed herelo as Attachment I and i s  made a part hereof. 

2. I habe been asked by A I & 1~ to review and analyze the varinus factual claims advanced 

by the RBOC‘s in support o f the i r  contention lhat reinstatement o f  price regulation for apccial 

z z  ECONOMICS AND 
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access services is not required. Specilically, Ihe RBOCs have challenged evidence presented by 

A T & T  in support of i ts  Yr/i/ion that special access prices in MSAs sub.ject to Phase II pricing 

l lexibi l i ty have increased relative to special access priccs that remain subject to price cap regu- 

lation, that riitc5 o f  return on special access scrvices havc risen to patently exccssivc levels, and 

Ih;rt compelition Ibr special access services in areas subject l o  Phase I I  pricing flexibil i ty i s  not 

sulficicnt tu constrain KUOC.' excrcisc o f  market power with respect to these services. As I show 

in this dcclaration, lhese K U O C  contciitions are without merit and i n  no sense refute or otherwise 

undermine the factual basis for A I '& ' f 's  Pelirion. 

Su mm:i ry 

3. A s  revcalcd in the documenlalion suppotling A'I'&T's initial petition, ample evidence 

cxists that prices for spccial a~ccess serviccs have increased in areas in which the RUOCs have 

bccn granted full I'hasc II pricing flexibil i ty. In their comments regarding AT&'l's evidence, the 

I<BOC:s launched a multi-facctcd altack that surprisingly left untouched the mosl compelling 

piece o fA ' l ' &T ' s  evidence. i ts  comparison o f  Ihc prices for special access services tariffed in 

areas in  which pricing I lexibi l i ty has been granted to the prices that remain i n  effect in price caps 

regulaled arcas. I n  the material bclow, I provide further evidence o f  special access price 

increases through examinntion of the RUOCs' tariffs, and dcmonstrate that Verizon's defense of 

i l s  price increases does not explain the increases lhal have ;ictually occurred. I also provide 

evidence lo refute the KBOCs' claim that CI,ECs have deployed or are in a financial position IO 

deploy thcir o w n  facilitics to serve a substaiitial portion ofthe buildings occupied by special 

access cusloiners. I establish. to the contrary, thal competitively provided special access faci- 

lities are only available al an cxtrcmely small number of conimercial buildings, compelling IXCs 

to acquire thc vnst majority ot these services from the II.EC. Even in the most competitive MSA 

in (he US. New York .  where ATRcT provides service a t  3,613 different buildings, no A T & T o r  

Olher cl,K filcilitics are available ;it 80.9% of building locations. Finally, I demonstrate that 
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4 Access Services. 

5 

thc RBOCs’ have produced very wcak evidence in their attempts lo  discredit AT&T’s analysis of 

spccinl access rates o f  return based on dah  rcported to the Commission under ARMIS  and show 

Ihal, in fact, A R M I S  data providcs a conscrva/ivr estimate of RBOC rates of return on Special 
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I 
2 PRICING 1-1 ,EX IB lL ITY  

I .  I'KICING 0 1 '  SI'ECIAL ACCESS SERVICES IN M S A s  SUBJECT TO PHASE 11 
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RllOC comments deflect attent ion away f r o m  compel l ing pr ice comparison data inc luded 
in  A l & ' r ' s  l 'c l i t ion. 

4. The basic premise upon which the FCC relied i n  cstablishing guidelines for Phase 11 

pricing l lexibi l i ty i n  CC Docket 96-262 was l l iat  if the required level  o f  collocation o f  CLECs in 

ll,tX: central o l l i ces  had been established, lhere would at that time be a sufticient lcvcl o f com-  

petition in those markets to constrain I I I C  market power and thereby obviate the need for con- 

tinued price rcgulation o f  special access services.' On that basis, one would expecl that where 

the conditions for Phase II pricing l lexibi l i ty had been satislied and that pricing flexibil i ty had 

bccn implemented, special access prices in those areas would have actually decreased by  a 

grcatcr relative amount than in those (putatively Icss cumpetitive) areas st i l l  subject to price cap 

rcgulation. Indeed, in their Reply Declaration, AT&T Declarants Ordover and Wi l l ig  note 

spccitically that the purported "need" to drop price5 in response to competition was specifically 

ndvanccd by the RUOCs as a basis for the pricing flexibil i ty that they had sought.' That aside, 

wi th its Pu~ i r i on  A'l'&'r has probided detailed evidence demonstrating that not only have special 

acccss price5 not decreased by  a greater relative amount in MSAs subject to Phase I I pr icing 

flexibil i ty than in areas that remain subject to price regulation, but that in fact under "pricing 

Ilexibil i ty" the RROCs have actually incrra.sc~/special access rates where permitted 10 do so. 

LL 

23 

24 

2 5  

5 .  While the KBOCs and their experts have gone to great lengths in their attempts to 

discredit the competition and rate o f  return (ROK) analyses proffered in support o f  A'I'&T's 

fer i / ion.  I I I ~  have said little in  regard to theprimufocie evidence o f  increasing prices - the 

I. fricing Flexihilily Order, 14 F'CC Kcd. 14221 (1999). 

2. Ordover/WiIl ig Rcply Decl., a t  para.  33. 
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comparison o f  price levels for price Lap regiilatcd scrvices versus those for services where Phase 

II pricing l lexibi l i ty has been granted.’ 

6. Vcrizon’s is the only Commcnt that attempts to address A‘I’&T’s evidence that BOC 

special access priccs have incretrvrd i n  those MSAs in which Phase 11 pricing f lexibi l i ty has been 

allowed. Other K B O C  comments cither ignore AT&T’s pricing data entirely, or mention i t  only 

in passing.“ I n  Footnote 58 o f  its f i l ing, Verizon claims that the changes in i ts special access 

prices represent a mixture of  incrcnses ;ind decreases. While i t  i s  wi th in the realm o f  possibility 

tha t  prices tor some elements o f  Vcr i ron special access service in Verizon’s Phase 11 areas did 

decliiie, our review of  the tariffs failed to reveal any such instance. Apparently, the “mixture” of 

increases and decreases to which Veriz.on was referring in i t s  footnote 58 consists of increases in 

lhose areas in which pricing flexibil i ty has  been granted and decreases i n  the remaining areas 

where special access rates remain subject to price cap regulation. 

7. Specifically, Verizon claims that its price changcs are part of an attempt to “expand the 

diffcrential between z ~ n e s  1. 2 and 3.”5 Analysis o f  Verizon’s pr icing data, however, proves 

this defense o f  i ts  price changes to be untrue. As thc tahle below demonstrates, Verizon has 

applied straight, across-the-board increases to the pricing f lexibi l i ty price ranges for al l  three 

mnes, such that the rclative “ditferential between zones I, 2 and 3‘’ has actually remained 

u~ichmgedcrl though the rate levels have risen. The sample data in the table below are based 

upon the pricing for DS-3 single channels at an “initial” premises at month-to-month rates. 

1. See Declaration ofJoseph M. Stith, A’r&T Petilion. 

4. See, e.g., the mention o f t he  pricing evidence in Bell South’s comments only i n  reference to 
a crit icism ot‘AT&‘l”s A R M I S  based analysis. BellSouth Comments at footnote 7. 

5 .  Verizoii Comments, at In. 5 8 .  
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I 

2 

Although litnitcd t u  a single category o f  channel terminal prices, the results are consistent with 

thc changer in& to Verizon's other special access rate elements as well. 

Table 1 

t=-T-- FCCTanffhb 11 

standard Ridng 
'Initial Recrises" 
E3 Chan Temf 

$2.667 50 
$2.800 88 
$2,934 25 

10% 

$2,31003 
$2,425 50 
$2.541 03 

10% 

$2.31003 
$2,425 50 
$2,541 03 

10% 

$2.541 00 
$2.541 00 
$2.541 00 

0% 

phase II Ridng 
Fleldbilii 'Initial 
PlmiserE3 

$3,17625 
$33275c 

105 

$2541 oc 
$2.668 E 
$2.795 1c 

105 

$2.541 00 
$2,668 05 
$2.795 10 

loo, 

$2.795 10 
$2,795 10 
$279510 

oo/ 

%by vhich 
phase II prices 

have been 
incressed over 

13% 
13% 
13% 

Ricecaplevel 

K F / O  

1CPh 
1 v/o 

la?% 
lWh 
losb 

1 v/o 
1 c% 
1Ph 

2 0 0 1 . s e d i c n 3 0 7 . 9 ( A ) ( 1 ) C . ~ e d i ~ ~ N u a r t z r 8 . M o 2 . T h e ~ T e l ~ ~ i ~ a c c e s s s e M o e t a r i f f F . C . C .  
No 1. sezbcc 7.5.9(B)(l)(d), eflediw Jmuay 5, m)2. 

3 

1 

8. Vcrizon sees on to suggest that another reason for i t s  price changes is a n  atrernpl 10 bring 

thc riitcs bctwucn Veriroil North (the former N Y N E X  states) and Verizon South (the former Bell 
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I 

2 

3 

Atlantic. stales) inorc in line.' In  point o l ' lac~,  howcvcr, as the data on the table below demon- 

strates, the gap bclween the priccs charged by Verjmn South and Verjzon North is  greater in 

areas in which pricing flexibility has been granted than it is elsewhere. 

Table 2 1 
Contrary to Its Claims, the Changes that Verizon has made to its Special Access Tariffs Do Nothing to I 

Bring the Prices in Verizc ? in Line" I North and V e r i  South Territories "M 

Standard Pricing 
"Initial Premises" 

Flexibility "Initial 
'remises" DS3 Chan 

Company Name I State 
Verizon IDC.DE. MD. NJ 

DS3 Chan Term 
$2.667.50 

ZonelBand 
Zone l/Band 4 
Zone 2/Band 5 
Zone 3/Band 6 

Zone l/Band 4 
Zone 2/Band 5 
Zone YBand 6 

Zone I/Band 4 
Zone ZIBand 5 
Zone 3IBand 6 

$3,176.25 
$3,327.50 

$2,541.00 
$2,668.05 
$2,795.10 

$2,795.10 
$2.795.10 i $2,795.10 

$2.800.88 
$2,934.25 

$2,3 1 0.00 
$2,425.50 
$2,541.00 

$2,541.00 
$2,541.00 
$2.541.00 

FCCTariff No 1 PA, VA, WV 

FCC Tariff No 11 

FCC Tariff No 11 

I 

Amount by which Verizon South rate exceeds Verizon Nc 

Amount by which Verizon South rate exceeds Verizon Nc 
1  zones 

Zone l/Band 4 
Zone 2/Band 5 
Zone 3/Band 6 

Note *. This is the monthly rate for a primary location with a single DS3 CT. 
Source: The Veriron Telephone Companies Access Service Tariff F.C.C. No. 11. section 31.7.9 (A) (1) 
C effective April 28, 2001, Section 30.7.9(A)(l)C. effective November 8,2002. The Verizon Telephone 
Companies Access Service Tariff F.C.C. No. 1, Section 7.5.9(B)(l)(d), effective January 5, 2002. 

I i (MA, NY. CT) 

i (ME, NH. RI. VT) 
15% 

10% 
10% 
15% 

19% 

14% 
14% 

6. Veri7on Coinments. at tin. 58 
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9. Pariiculrrrly noteworihy in Verizon’s casc arc the phenomenal increases i n  the price for 

Ver i ion  South DS3 channel terminations a t  “secondary premises,”’ an entire class o f  customer 

locations (not l imited to specific geographic areas within an MSA) that i s  less l ikely to have 

competitive options availablc to it. While the variance between prices for a “primary premises” 

1)s-3 channel tcrmination i n  the Verizon South FCC Tariff No. 1 offered at standard price caps 

regulated prices and lhat available iii Phase I I  MSAs is 13% (between $350 and $400 more i n  

Phase 11 arcas depending upon denshy zone). the variance For “secondary premises” channel 

terminations i s  71% (ranging between $1,210 and $1,331 more in Phase I I  areas). Verizon’s gap 

in the price for a DS-3 channel termination locatcd in density Zone I in the most competit ive 

MSAs in Vc r imn  South territory (encompassing the downtown areas o f  places l i ke  Pittsburgh, 

PA and Richmond, VA)  from the level o t  S I  ,700.96 found i n  the price caps regulated areas to 

$2,911.37 ~ a gap o f  more than 70% ~ does noi  begin to be just i f ied by any o f  the explanations 

being advaiiced in Verizon’s comments. 

7. While the definition o f  a secondary premises in Veriron’s tar i f f  (at Verizon FCC No. I ,  
Section 7.4.1 .A.1) is rather unhelpful, a full redding of the rate regulations reveals rather clearly 
that the “primary premises” i s  an IXC: POP, and the “secondary premises” is a end user customer 
pretn ises. 
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Table 3 

The extraadinaty increases in phase II plces for secondary Prmses DS3 chamel TermMtim in Venm S w t h  

Standard Ricing 
"Secondaly 

premises" w 
$1,70096 
$1,76501 
$1,871 03 

1oOA 

$1.700.96 
$1,78601 
$1.871.03 

1WA 

phase II Riang 

"secondary 
Flexibility 

$3,056.94 
$3.202.51 

1 OOL 

$1,871.06 
$1.954.61 
$2.058.17 

10% 

% tq which 
phase II prices 

have been 
illwBa5ed over 

Rice cap Level 
71% 
71% 
71% 

1G% 
10% 
10% 

bte * This is lne nrmthly rde fa a seoomary l d o n  DS3 CT 
o.irce The V m  TeleDhone Caman.es &cess SeMce Tanff F C C N3 11 seclim 31 7 9 (A) (1) C effedive . . .  

pnl28.2001. Section 30.7.9(A)(!)C. &dive N3-r 8,2002. TheVefizor Telephone CorrpaniesPazss %a 
arrff F C C. No. 1, M i o n  7.5.9(8)( 1)(6). effective J a w  5. 2002. 

10. Ve r imn  has iiicreascd its prices for channel terminations i n  Phase I1 pr icing areas 

virtually across-the-board, whi le keeping the prices for the transport component constant. None 

o f  the justit ications advanced by  Verizon at footnote 5 8  o f  i t s  Comments - viz.: increasing the 

differentials among Zones 1, 2 and 3, rationalization o f  Ver i ron North and Verizon South rates, 

and the claim that the channel termination rate increases applied only to its month-to-month rates 

a n d  not to its Contract Ta r i f f  rates ~ adequately account for this change. As shown in Table 4 

below, using month-to-month prices for a single DS-3 as an example once again, the portion o f  

IIIC Iota1 price for a iwo-ended access circuit wirh I O  miles ofassociated interoffice transport 
increased by 36%, while the transport component i tself  remained unchanged. For DS- I circuits, 

Verizon has raised channel ierininations i n  snme Phase II areas by up to 24%, while increasing 
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I Ir;insport by only ~ Y U . ~  Thc pricc o f  a full DS- I circuit with I O  miles o f  transport has  increased 

Phase II Pricing 

2 almost I I % ,  with channel termination accounting for 0 ~ 4 6 %  of the circuit price.9 

Table 4 

Verizon has limited most of the increases in its Phase II Tariffs to Channel Terminations, leaving the 

Exceeds Standard 
Pricing 

prices for Transport 

VZ-South - Zone 1Band 4 
Initial Premises CT 
Secondary Premises CT 
Transport Fixed Charge 
Transport Mileage: 10 miles 

Total Circuit Price 
CT Portion of Circuit Price 

VZ-North - Zone 3Band 6 
Initial Premises CT 
Secondary Premises CT 
Transport Fixed Charge 
Transport Mileage 10 miles 

Total Circuit Price 

Standard Pricing 

$2,667 50 
$1,700 96 

$825.00 
$1,550 30 

$6,743 76 
$4,368.46 

$2.541.00 
$1,871.06 

$825.00 
$1,550 30 

$6,787.36 
$4.412.06 

Price Caps levels 
I % b y  Which Phase II 

$3,025.00 
$2,911.37 

$825.00 
$1.550.30 

$8.31 1.67 
$5,936.37 

$2,795 10 
$2,058.17 

$825.00 
$1,550.30 

$7,228.57 
$4,853.27 

13% 
7 1 % 
0% 
0% 

23% 
36% 

10% 
10% 
0% 
0% 

7% 
10% CT Portion of Circuit Price 

Source. The Verizon Telephone Companies Access Service Tariff F.C.C. No. 11. section 31.7.9 (A) (1) 
C effective April 28, 2001, Section 30.7.9(A)(l)C. effective November 8, 2002, The Verizon Telephone 
Companies Access Service Tariff F.C.C. No 1. Section 7.5.9(B)(l)(d), effective January 5, 2002. 

~ 

X 'The Ver i ion  Telephonc Companies Access Service Tariff, F.C.C. No. 1 1 ,  sections 31.7.9 
( A )  ( I )  (a) el'fective July 2, 2002 and 30.7.9 (A) ( 1 )  (a), effective January 5 ,  2002; The Verizon 
' lelcphonc Companies Acccss Service Tariff, F.C.C. No. I I, sections 31.7.9 (B) (2) and 30.7.9 
(13) (2). effective January 5, 2002. 

0. D S- I  Channel Termination in Massachusetts Zone 2iBand 5 increased from a standard rate 
ofR228.25 to $283.55. Transport charges increased from $53.00 to $55.00, with a per mi le  
Irt1n\pori charge of$26.30 standard rate, and $27.37 Phase I1  rate. 
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I I. Verizoii also indicatcs that an analysis o f  prices offered i n  areas i n  which pricing f lexi-  

b i l i ty  har been granted that is  based upon the non-contract based prices i s  f lawed because 

Verizon has f i led Contract Tari f fs and those Contract ‘Tariff based price levels are the pertinent 

price? Wli i lc I dispute Verizon’s contention that any pricing analysis must be based upon 

Contract Tar i f f  based prices, I nonetheless evaluated whether the existence o f  the Contract 

‘Tariffs affected the conclusions yielded by AT&T’s in i t ial  analysis. The answer i s  that i t  does 

not. 

12. As o f t h e  date that this declaration was being prepared, inore than eighteen months after 

i t  had been granted pricing tlexibil i ty. Veriznn had f i led only two Contract Tariffs. And 

although pricing tlexibil i ty has been granted i n  most o f t h e  largest o f  Verizon‘s markets, the 

inagnitude of spccial access rcvenues covercd by those two Contract Tari f fs represent less than 

10% o f  Vcrizon’s Special Access revenues as reported for calendar year 2001, suggesting that 

thcy l ikely reprcscnt an even smaller portion of Special Access revenues today.” 

13. Moreover, the levcl o f  discount being olrered through each of Veriron’s Contract 

Tariffs (slructurcd as a discount of fof the Phase II general price levels) does not necessarily 

w c n  compensate for the increases found in the pricing t lexibi l i ty tariffs. In other words, even 

wi th the Contract Tariffdiscounts, the prices lo r  many pricing f lexibi l i ty services are s t i l l  above 

the levels available for the same services in price cap regulated areas. As the table below illus- 

tratcs, the application of “incentives” available through Verizon’s Contract Tar i f f  Option I .  CT 

Option 1 rcquircs commitment to deliver $30 l -mi l l ion  in special access billing during the f i rst  

I O .  Verizon Comments, at fn. 5 8 .  

1 I .  Based upon the overall volume threshold and minimum traffic requirements found in the 
two Vcrizon Contract Tariffs, the aggregate commitment to service i s  in the range of approxi- 
mately $100-mil l ion per year for both contracts combined across all regions. See, Verizon FCC 
No. I ,  Section 21, Verizon FCCNo.1 I, Section 32, and Veriron FCCNo.  14, Section 21. 
Verizon’s reported special access revenues per AKMlS for 2001 were i n  excess of $4.7-billion. 
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ycar of the contract (escalating to $386-1niIlion by  the third year), and offers “incentives” for 

delivery o f  Product Suite traffic as well. The relevant Producr Suite i n  CT 1 is DS3 Service, and 

for ycar one, the customer must deliver a minimum o f  $132-mil l ion in DS3 billing, with the dis- 

counls maxing out at $137-mil l ion in bil l ing. 

t ive discount available for non-US3 services (based upon annual billing of  $34O-million) is 

2.7%. The incentive discounl lo r  the Product Suite, assuming delivery o f  the $135.5-million in 

DS3 bi l l ing used in the tar i f f  cxample, works out to 5.4%. Combined, the “Product Suite” and 

Annual inccntives available fi)r DS3 serviccs i s  equal to 8.1%. Compare this to the 10% and 

13% increascs iii the prices for US3 month to month channel terminals, or the 71% increase in 

the sccondnry channel Ierminalion ratc i n  !he Vcrizon South Phase I I  MSAs, and the discount 

offercd through the (‘ontract ‘I’ariff is  Icss than ovcrvrhelming. 

Using the examples i n  the tariff, the total incen- 
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14. Despite their professed interest in engaging in Contract Tariffs as a specific response to 

the compelition that they purport to confront, the other RBOCs also entered into only a handful 

o f  Contract Tariffs during 2002. Contract Tariffs in the SBC companies (Southwestern Bell, 

Pacific Bell. Amcritech and SNET combined) at first glance appear to be somewhat more prev- 

alent. Across the entire territory, ten different Contract Tar i f fs  have been filed, nine o f  which 

w r c  tiled in 2002. Howevcr. oflhose nine 2002 Contract Tariffs, six are essentially term plans 

for multiplexed DS-0 to DS-I interoffice transport, and offer no pricing concessions for anything 

else.’* Similarly, BellSouth has only tariffed ten custom contracts, hal f  o f  which were executed 

during 2002.’’ As o f  the date o f  this declaration, Qwest had not executed any Special Access 

Contract Tariffs.14 

IS .  Many of the Contract Tariffs that have been filed are restricted to limited geographic 

areas. Thus. despitc the existence o f  Contract Tariffs, lherc are MSAs where Phase I 1  pricing 

flexibility has been granted but where no services are currently being provided or offered pur- 

suant to B Contract Tariff. A s  an cxomple, a review of the ten Contract Tariffs filed by Bell- 

South reveals that although ful l  Phase II pricing tlexibility has been granted in the Columbia, 

SC. Evansville, KY.  Owensboro, K Y  and Lafayette, L A  MSAs, not one o f  BellSouth‘s Contract 

Tariffs offers contract based pricing in those MSAs. One o f  the other contracts applies in only 

eight o f  BellSouth’s thirty Phase II pricing flexibility MSAs, while another i s  limited to eleven, 

and a third to eighteen out o f  the ful l  thirty. 

12. SWBTTar i f f  TCC No. 73 - Section 41, Ameritech Tariff FCC No. 2. Section 22 and 
Pacifil: Bel l  Tariff‘fCC No. I ,  Section 33. 

13. RellSouth Tariff‘ FCC No. 1,  Section 2.5. 

11. Qwest Tariff FCC No. I ,  Section 24. 


